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GAO United States 
General Accounting Office 
Washington, D.C. 20648 

National Security and 
International Affairs Division 
B-222917 

May 8,1987 

The Honorable Lawton Chiles 
Chairman, Committee on Budget 
United States Senate 

Dear Mr. Chairman: 

On April 27, 1987, you asked us to update our estimates of potential 
excess inflation funds within the Department of Defense’s (DOD'S) 
budget. In September 1986, we estimated a $3.6 billion inflation divi- 
dend for fiscal year 1987 nonpay, nonfuel accounts based on the August 
1986 Office of Management and Budget (OMB) revised inflation rate esti- 
mates and the fiscal year 1987 budget request. Both of these factors 
have now changed, with appropriation action taken on the budget and 
OMH having issued revised inflation estimates. 

We recalculated the amount of DOD'S fiscal year 1987 inflation dividend 
based on the actual appropriated amounts and the revised OMB inflation 
projections included in DOD'S January 1987 budget submission. Our 
revised estimate for nonpay, nonfuel accounts is $3.0 billion. The Con- 
gress reduced the fiscal year 1987 nonpay, nonfuel requests by $2.4 bil- 
lion for excess inflation. In total, this amount is $0.6 billion less than the 
amount we calculated for the fiscal year 1987 nonpay, nonfuel appropri- 
ations. Appendix I contains a table comparing the revised estimate of 
the inflation dividends with congressional reductions for inflation 
adjustments by account. Appendix II discusses the methodology used to 
derive these estimates. 

We also reviewed the fuel accounts and have determined that they have 
no further dividends. Our revised estimate for fuel accounts, based on , 
actual amounts appropriated and OMB'S January 1987 inflation projec- 
tions is $1.4 billion. DOD had reported $1.8 billion in excess fuel inflation 
funds for fiscal year 1987 and $1.3 billion for fiscal year 1986, for a 
total of $3.1 billion. The Congress reduced the fiscal year 1987 fuel 
requests by $3.0 billion. If OMB'S January 1987 inflation projections for 
fiscal year 1987 prove to be correct, the congressional reductions of 
approximately $1.8 billion for fiscal year 1987 are in excess of the $1.4 
billion fuel inflation dividend that we calculated. 

You also asked us to look at the variation between actual fiscal year 
1986 unexpended and unobligated balances and those assumed by the 
administration. Appendix III contains a table showing that for fiscal 
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year 1986, DOD'S actual unobligated balances, including lapses 
(unexpended balances) as of January 6, 1987, were $1.6 billion less than 
those estimated as of February 4,1986. For the fiscal year 1987 
unexpended and unobligated balance estimate, the January 1987 esti- 
mate is $10.6 billion less than the February 1986 estimate. Since DOD'S 
estimated and actual unexpended and unobligated balances for fiscal 
year 1986 varied by less than 3 percent, we did not reestimate DOD'S 
unexpended and unobligated balances projections. While the unobli- 
gated balances for fiscal year 1986 were slightly overestimated, DOD 
underestimated unobligated balances for fiscal years 1980 through 
1986. 

We discussed the inflation calculations with the Director, Plans and Sys- 
tems, Office of the Deputy Assistant Secretary of Defense, Program/ 
Budget, who is responsible for inflation adjustments. The Director 
agreed with the procedures used to derive the amounts. The Director 
stressed that the data for fiscal year 1987 is incomplete until all the 
funds are expended, and the inflation estimates may be revised over 
that period. 

We hope that this information will be of use in your review of the DOD 
budget. Copies of this report are being sent to the Chairmen, House and 
Senate Committees on Appropriations, Senate Committee on Govern- 
mental Affairs, and House Committee on Government Operations. 
Copies are also being sent to other interested parties and will be pro- 
vided to others upon request. 

Sincerely yours, 

&&&&J$gf/dG 
Frank C. Conahan h 
Assistant Comptroller General 
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Appendix I ___--.---- 

Estimated Inflation Dividend Amounts for 
Fiscal Yeax 1987 

Dollars in millions ---~ 

Account 

- 
Difference 

Amount of Between 
Dividend Congreerlonal Divfdend 

Calculated Inflation and 
in April 87 Reduction Reduction 

Summary -~ 
Operations& Maintenance 

-- 
$604.6 $621.8 W7.0) 

Military Construction 67.7 .O 67.7 
Major Commodities 1,332.4 620.3 512.1 -- - 
Nonmajor Commodities 337.1 243.5 93.6 -- --_--. 
Family Housing 43.4 .O 43.4 
Military Personnel 111.7 39.0 72.7 
Research, Development, Test, and 
Evaluation 
Total - 

486.5 699.0 (210.5) 
$2,955.6 $2,423.6 $562.0 

Operatlonr & Malnknance (Nonpay, Nonfuel) 
Army $156.3 $135.1 $21.2 
Navv 170.2 230.6 (60.4) 
Marine Corps 17.2 13.2 4.0 --~-- ______---._- 
Air Force 154.9 153.7 1.2 .~.______._.... 
Defense Aaencies 58.1 47.3 10.6 
Army Reserve 6.6 5.3 1.3 --- --- .- 
Navy Reserve 10.1 6.3 3.8 
Marine Corps Reserve .8 .O .8 _.. .-------~ ..---.~--.-.~ -... -_.. 
Air Force Reserve 6.5 6.3 .2 
Army National Guard 13.7 11.5 2.2 
Air National Guard 10.4 ‘. 12.5 (2.1) __-.-.-.-_.-- .--. -- -. ._~~ 
Total $604.8 $621.8 W7.0) 

Militarv Construction INonr>av) 
Army $17.6 $ l $17.6 
Navy 19.2 . 19.2 
Aw Force 17.2 ~- l 17.2 
Defense Agencies 
Army Natronal Guard 
Arr Natronal Guard 
Army Reserve 
Navy Reserve 
Air Force Reserve 
Total 

.~~ 
6.7 l 6.7 
21 . 2.1 
2.1 . 2.1 _. _ -~-. ..._~ 
1.2~’ l 1.2 

.7 . .7 

.9 ~-.- l .9 
~. ._.. ~~ --.- 

$67.7 s l $67.7 
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Appendix I 
Estimated Inflation Dividend Amounta for 
Fkal Year 1987 

Account 
Major Commodltler 
Armv-Aircraft 

Amount of 
Di~f~{~WW& 

Dividend Congreaaional Dividend 
Calculated Inflation and 
in April 87 Reduction Reduction 

$63.1 $40.0 $15.1 
Army-Missiles 
Army-W&TCV 
Navy-Aircraft 
Navy-Weapons 
Navy-Shipbuilding 
Marine Corps 
Air Force-Aircraft 

50.1 40.1 10.0 
87.9 58.0 29.9 

231 ,l 122.0 109.1 -____ 
121.1 72.0 49.1 
200.1 124.0 76.1 

33.0 22.0 11.0 
378.1 212.2 165.9 

Air Force-Missiles 
Total 

167.9 122.0 45.9 
$1 J32.4 5820.3 $512.1 

Major Commodltlea 
Army-Ammunition 
Armv-Other 

$29.0 $24.0 $50 
73.1 72.0 1.1 

Navy.Other 
Air Force-Other 
&Tense Agencies 
Total 
Family Housing (Nonpay, Nonfuel) - 

84.6 40.0 44.6 
129.0 92,5 36.5 

21.4 15.0 6.4 
$337.1 $243.5 $93.6 

Army-Construction 
-.. . - -~_____ 

Navv-Construction 
$4.9 $ l 49 -- 

2.5 . 2.5 
Air Force-Construction -- 
Def Aoencies-Construction 

1.4 . 1.4 
.O . .O 

Army-Debt 
Navy-Debt 
Air Force-Debt 

- .-~_-._ 

Defense Ag&$~-~&~--mm- 
Total 

- --____- 

Military Personnel (Nonpay) 
Armv ... 

-... .--- 

.~- _-..-...-.- .-. 
17.0 . 17.0 _.-.- -- ..-~ 

7.5 . 7.5 
-9.9 

----- -..-._ .-- 
. 99 --._-.-____~ - __--.-- __.._-. ._ 
. .2 

543:: 
~-.. .~. .._ ~~~ ._. . 

$ l 543.4 , 

____~ -- -. ..-.---.-. _ 
$24.5 $12.9 $11.6 ---- _~____- 

Navy 23.7 5.8 17.9 
Marines 5.8 3.0 2.6 -.- .._-.---.. ._. .___. _ -. 
Arr Force 19.6 11.4 8.2 
Army Reserve 10.1 2.2 7.9 

Reserve. 
-.~-. _-_ --.. -.. 

Navv 5.3 .0 4.5 
Marine Reserve 
Air Force Reserve 
Army National Guard 
Air i%tional Guard 

-~ Total 

14.3 1.9 124 
3.4 .3 3.1 

$111.7 $39.0 $72.7 
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Appendix I 
Emtimated Inflation Dlvidend Amounta for 
Fiscal Year 1987 

Account 

Amount ot 
Dl~~tf;~; 

Dividend Congrerrionai 
Calculated intiation oividr~: 
in April 97 Reduction Reduction 

$52.4 $82.0 R29.6) 

Reooarch, Development, Tart, and 
Evaluation 
Army 
Navy 131.2 182.9 (51.7) 
Air Force 210.2 288.6 (78.4) 
Defense Agencies 94.7 145.5 (50.8) 
Total $488.5 $699.0 S(210.5) 
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mndix II 

Methodology for Delmminin g DOD’s Inflation 
Dividend for Fiscal Year 1987 

We used the following steps to compute the fiscal year 1987 inflation 
dividend. These procedures are described in chapter 6 of the National 
Defense Budget Estimates for FY 1987. 

1. For the fiscal year 1987 budget, fiscal year 1986 was the assumed 
base year in order to account for inflation changes during fiscal year 
1986 that would affect the current fiscal year. 

2. For each year in which fiscal year 1987 funds could be expended, that 
is, fiscal years 1987 through 1993, we developed an index showing the 
total inflation occurring between the base year and that fiscal year. This 
index was developed with the inflation rates used by DOD in preparing 
the fiscal year 1987 budget. These rates are shown in table 6-2 of the 
National Defense Budget Estimates for FY 1987. Separate indexes were 
developed for inflation in the purchases of fuel, major commodities, and 
all other defense purchases. 

3. We multiplied the inflation index for each year by the corresponding 
spendout rate for each account. We summed the products of the infla- 
tion index and the spendout period to obtain an escalation factor which 
measures the amount of inflation funding in each account. 

4. The appropriated amount for fiscal year 1987 was divided by this 
original escalation factor yielding an estimate of the total unescalated 
funding in the original fiscal year 1987 budget, 

6. Steps 2 and 3 were repeated using the new inflation rates issued by 
OMB as guidance for preparation of the fiscal year 1988 budget. The 
result was multiplied by the total unescalated funding in step 4 above to 
derive a revised escalated estimate of the funding that is required in the 
fiscal year 1987 budget using current inflation projections. 1, 

6. The potential dividend was then determined by subtracting the 
revised escalated estimate from the original escalated estimate. 
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Appendix III 

Comparison of Actual and Estimated 
Unobligated Balances (Including Lapsing 
Fwtds) Fiscal Years 1980-87 

Military Function 051 
Actual 
DOD Current YeaF .-.-____-.- -- .-~-..-~ ---~-.. 
DOD Budaet Year EstimateC 

1980 1981 1982 1983 1984 1985 1986 1987 Est. - 
$25.6 $28.3 $36.3 $47.6 $56.4 $63.7 $61.1 ___- 

24.7 26.0 34.5 39.0 43.0 51.6 62.7 $50.7 
61.3 ~ _- -_- -..--.. ~- 

Difference 
% Difference 
Change in OverestImate (year to year) 

0.9 2.3 1.8 8.6 12.6 12.1 (1.6) -- 
3.6% 8.8% 5.2% 22.1% 28.8% 23.4% -2.6% 

$1.4 S(O.5) $6.0 $4.0 $ (0.5) S(13.7) 

?n fiscal year 1987, comparison of current year and budget year estimates 

bFor fiscal years 1986 and 1987, this is the amount included in the FAD 738 dated January 5, 1987. 

‘This is the amount Included in FAD 738 dated February 4, 1986. 
Source: DOD Financial Summary Tables, FAD 738, Budget Obligations and Unobligated Balances. 
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